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controls and surveillance over contractors!? pension plan
practices were not adequate considering the costs involved.
Establishing effective controls and surveillance over these
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Cost Accounting Standards Board and the proposed standard on
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Services Procurement Regulation (ASPR) revised to require that
pension plan costs charged to the Government () are equitably
distributed between Government and commercial work when
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allocation of pensicn fund assets in proportion to
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 848

B-146991

To the President of the Senate and the
Speaker of the House of Representatives

This report is the first of a series of reports on the
Government's controls and surveillance over contractors'
pension pian practices and costs reimbursed under Government
contracts. It describes instances where the Government has
incurred excessive and inequitable amounte of pension plan
costs. Our review was undertaken because of the nationwide
concern over pensions and the large amount of pension plan
costs reimbursed to contractors by the Government.

Our review was made pursuant to the Budget and Account-
ing Act, 1921 (31 U.S.C. 53), the Accounting and Auditing
Act of 1950 (31 U.S.C. 67), and the authority of the Comp-
troller General to examine contractors' records, as set
forth in 10 U.S.C. 2313(b).

Copies of this report are being sent to the Director,
Office of Management and Budget; and the Secretary of

7. At

Comptroller General
of the United States



COMPTROLLER GENERAL'S

CONTRACTOR PENSION PLAN COSTS:

REPORT TO THE CONGRESS MORE CONTROL COULD SAVE

DEPARTMENT OF DEFENSE MILLIONS

DIGEST

The Department of Defense has relied on
actuaries selected by contractors to cal-
culate, on the basis of factors developed

by them and the contractors, the pension
plan costs allocated to Government contracts.

Nine Department of Defense prime contractors
had over $100 million (zee app. II) of ques-
tionable pension plan costs, excluding pro-
fits, that were, or may be, charged to
Government contracts because

--unrealistic actuarial assumptions were used
in computing annual pension plan contribu-
tions, resulting in higher costs when pen-
sion plan contributions were reimbursed
by the Government (see p. 9);

~--allocation of pension plan costs between
Government and commercial business was
inequitable to the Government (see p. 26);

--chianges in actuarial cost methods have
increased the cost of Government procure-
ment (see p. 36);
and

--Department of Defense auditing and con-

- tracting activities lacked personnel with
actuarial skills to evaluate pension plan
cost. (See p. 43.)

The actuarial cost method selected in deter-
mining pension plea contributions has no effect
on long~-range plan contributions. However,
pension plan costs of an accounting period
can vary greatly with the method selected.
Some methods will generate the highest ac-
counting period cost in the early life of

a pension plan. Other methods will project
costs 80 that greater contributions are re-~
quired toward the latter part of the plan.
Still other methods tend to level annual
penesicn plan costs over the entire plan life.

T . D e motet norear ! i PSAD~77-100



Other important factors in determining

annual pension plan costs are the actuarial
assumptions about future events, such as
annual increases in employee salaries, invest-
ment income. and employee turnover rates. The
choice of assumptions can have a tremendous
effect on periodic pension plan costs.

The r<gulations of the Cost Accounting Stand-
arads Board on consistency in accounting
practices and the standards on pension plan
cost practices it has issued or proposed

should help (1) prevent increased costs, re-
sulting from use of guestionable assumptions

or unjustified changes in actuarial cost methods,
from recurring (see pp. 24 and 41) and (2) make
sure that pension plan costs will be equitably
assigned to accounting periods and cost
centers. (See p. 26.)

GAO recommends that the Secretary of Defense
have the Araed Services Procurement Regulation
revised to

--require that pension plan costs charged to
the yuvernment (1) are equitably distributed
between Government and commercial work when
different actuarial cost methods are used,
(2) reflect allocation of pension fund as-
sets in proportion to contributions, and
(3) are allocated by using assumptions based
on division or cost center experience in-
stead of companywide experience (see p. 35):

~--require any changes in the policies and
procedures affecting allocation of pension
plan costs to be completely disclosed.
(See p. 35.)

GAO also recommends that the Secretary of
Defense

--8eek recovery or appropriate credit as soon

as possible for pension plans overfunded Adue
to unrealistic actuarial assumptions or

ii



improper allocation of pension plancosts
(see pp. 25 and 35);

-~determine if changes in actuarial cost
methods (1) are justified, (2) are in ac-
cordance with prudent business practices,
and (3) will result in reasonable and
equitable costs to the Government on future
contracts (see p. 42);

--reinstate the military services' and the
Defense Contract Administration Services'
reviews of contractors' pension plan prac-
tices and costs (see p. 50);

--obtain additional staff with actuarial
skills to (1) help determine if pension plan
costs are reasonable and equitably allocated
to Government contracts and (2) determine
compliance with the Armed Services Procure-
ment Regulation and the Cost Accounting
Standards Board guidelines (see p. 50); and

--initiate training programs in pension plan
accounting and computation to enable audit
and contract personnel to review adequately
the contractors' pension plan practices.
(See p. 51.)

The Department of Defense stated that it had
known about many of the matters discussed in
the report and that action had been taken on
them. Defense also pointed out that a large
portion of the questioned costs was attribut-
able to one contractor. Although Defense
generally accepted the report findings, it
questioned GAO's interpretation of some provi-
sions of the Armed Services Procurement Regula-~-
tion and suggested that GAO should have con-
sidered certain offsetting factors when
evaluating questionable pension plan costs.
(See pp. 58, 69 and 62.)

Nevertheless, the Department of Defense
stated that it will consider GAO's observa-
tions in future reviews of contractors'
pension plan practices. Defense also be-
lieved that current and proposed cost ac-
counting standards should improve management
in the pension area. However, it plans no
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further efforts concerning staffing at this
time, and believes its staffs are being suf-
ficiently trained to cope with these matters.
(See pp. 71, 75, 77 and 81l.)

GAO points out that the report recognizes
corrective actions taken by the Department of
Defense but that there were other instances
where Defense did not act or failed to ade-
quately review contractor pension costs.

(See p. 46.) A large portion of the quen-
tioned costs was attribut~ble to one con-
tractor; however, GAO believes that this is
not a true measure since the report also dis-
cusses instances where the dollar impact of
questionable pension plan practices was not
determined. (See pp. 19, 23, 32, and 38.) .

GAO is aware of the problems of interpreting

the Armed Services Procurement Regulation and
recommends clarification and improvements in

the reculation. On pages 15 and 16, GAO dis-
cusses a case where the Defense activities
agreed that their interpretation of the regula-
tion was limited and effected recovery of excess
pension plan contributions based on GAO's posi-
tion.

Where appropriate, GAO considered offsetting
factors in evaluating questionable pension

plan cnsts and in some cases found that the
offsetting factors obscured the increased costs
of changes in contractors' pension plan prac-
tices. (See pp. 37 and 41.)

In view of the report findings, GAO still be-
lieves that the Department of Defense must
improve and extend its capability to review
contractors' pension plan practices.
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Abnormal
forfeitures

Actuarial
assumptions

Actuarial -
cost method

Accruednbénefit
cost method

GLOSSARY

When an amployee withdraws from a
pension plan or terminates employment
for reasons other than retirement or
death, employer contributions made to
that date on his behalf, plus inter-
est, are forfeited by the employee

to the extent that his benefits

are not vested. Abnormal forfeitures
are generated when the contractor
abruptly reduces his work force

by separating a large number of
employees who have not completed
their vesting requirements.

Abnormal forfeitures are a form of
actuarial gain resulting from actual
termination experience differing

from anticipated experience.

A prediction of future conditions
affecting pension cost; for example,
mortality rate, employee turnover,
compensation levels, investment
earnings, etc.

A technique which uses actuarial
assumptions to measure the present
value of future pension benefits
and pensicn fund administrative
expenses, and which assigns the
cost of such benefits and ex-
penses to cost accounting periods.

An actuarial cost method under which units
of benefit are assigned to each cost
accounting period and are valued as they
accrue--that is, based on the services

- performed by each employee in the period

involved. The measure of normal cost under
this method for each cost accounting period
is the present value of the units of

benefit deemed to be credited to employees
for service in that period. The measure of
the actuarial liability at a plan's inception
date is the present value of the units of
benefit credited to employees for service
prior to that date. (This method is also
known as the unit credit cost method.)



Projected
benefit ¢
method

The

1.

Any of the several actuarial cost methods

ost which distripute the estimated total cost
of all the employees' prospective benefits
over a period of years, usually their
working careers.

principal projected methods are:

Individual-level cost method with supplemental
Tiability. The most common form of this method
is known as the entry age normal method. Nor-
mal costs under this method are computed on the
assumption that (1) every emplcyee entered the
plan at the time of employment or at the earliest
time he would have been eligible if the plan had
been in existence and (2) contributions have
been made on this basis--from entry age to -the
date of actuarial valuation. Th> annual contri-
butions under this method consist of the level

normal cost and an amount for past service cost.

2. Individual-level cost method without supplemental

Tiability. The cost of each employee's pension
1s computed on the basis of funding from the
inception date of the plan (or the date of his
entry into the plan, if later) to his retire-
ment date. Thus, past service cost is not com-
puted separately, but is included as normal
cost. In principle, this method is similar to
an ordinary life insurance policy.

Aggregate-level cost with supplemental liability.
This method has separate normal costs and supple-
mental liability payments. Annual cost accruals
are compiled for the plan as a whole rather than
for the individual participants. The future
benefits, excluding the supplemental liabkility,
are funded on some form of level cost basis over
the future working lives of the active employees,
while the supplemental liability is amortized
over a selected period not exceeding 40 years.
When the supplemental liability is derived by
assuming contributions from date of employment,
this method is also referred to as the entry

age normal method.

Aggregate-level cost without supplemental liability.
All projected benefits are paid for over the
future working lives of the active employees.




Ccsts are for the plan as a whole, and past
gservice is not determined separately, but included
as normal cost.

Actuarial gain The effect on pension cost resulting from
and loss differences between actuarial assumptions
and actual experience.

Actuarial Pension cost attributable, under the act-

liability uvarial cost method in use, to years prior
to the date of a particular actuarial val-
uation. As of such date, the actuarial
liability represents the excess of thne
present value of the future benefits and
administrative expenses over the present
value of future contributions for the
normal cost for all plan participants
and beneficiaries. The excess of the
actuarial liability over the value of
the assets of a pension plan is the
unfunded actuarial liability.

Actuarial The process by which an actuary esti-

valuation mates the present value of benefits to
be paid under a pension plan and calcu-
lates the amounts of employer contribu-
tions or accounting charges for pension
cost.

Actuary A person professionally trained in the
technical aspects of insurance and related
fields, particularly in the mathematics
of insurance.

Advance A financing policy under which contribu-

funding tions are made to a pension fund during
the active service lives of employees
under one of several actuarial cost
methods.

Annuity A contract that provides an income for a
specified period of time, such as a
number of years or for life. The person
receiving the payment is called an
annuitant.

Cost As an actuarial term, it refers to con-
tributions for funding future benefit
payments specified in a pension plan.



Determination of periodic costs for
accounting purposes may involve the
same or differing considerations,

Fund Used as a verb, it means to pay over to
a funding agency. Used as a noun, it
refers to assets accumulated in the hands
of a funding agency for the purpose of
meeting retirement benefits when they
become due,

Fuuding An organization or individual, such as a
agency specific corporate or individual trustee
(mediums) or an insurance company, which provides

facilities for the accumulation of assets
to be used for the payment of benefits
under a pension plan; an organization,
such as a specific life insurance
company, which provides facilities for
the purchase of such benefits.

Investment The return, earned or to be earned, on

income funds invested or to be invested to pro-
vide for future pension benefits. It
includes interest on debt securities,
dividends on equity securi_ies, rentals
on real estate, and realized and unreal-
ized gains or (as ofi.sets) losses on
fund investments.

Liability The term is used to describe the actuarial
cost of a category of benefits and is not
intended to suggest that there is neces-
sarily any legal liability.

Normal cost The annual cost assigned, under the
actuarial cost method in use, to years
subsequent to the inception of a pension
plan or to a particular valuation date.

(See past service cost, prior service cost.)

Overfunding A pension plan is overfunded under IRS
criteria if the value of the fund's
assets exceeds the actuarial liability.

Participant An employee, employer, or former employee
or employer, who may becom- eligible to
receive, or is receiving, benefits under
the plan as a result of his credited
service.



Past service Pension cost assigned, under the actuar-~

cost ial cost method in use, to years prior to
the inception of a pension plan. (See
normal cost, prior service cost.)

Pay-as-you-go An actuarial cost method under which
pension costs are recognized only when
benefits are paid to retired employees.

Pension plan A deferred compensation plan established
and maintained by one or more employers
to provide systematically for the pay-
ment of benefits to plan participants
after their retirement (provided that
the benefits are paid for life or are
payable for life at the option of the
employees). Additional benefits, such as
permanent : d total disability and death
payments a survivorship payments to
beneficiaries of deceased employees, may
be an integral part of a pension plan,

Present value The current worth of an amount or series

(actuarially of amounts payable or receivable in the
computed future. Present value is determined by
value) discounting the future amount or amounts

at a predetermined rate of interest. 1In
pensionp plan valuations, actuaries often
combinc arithmetic factors representing
Probability (e.g., mortality, withdrawal,
future compensation levels) with arithmetic
factors representing discount (interest).
Consequently, to actuaries, determining

the present value of future pension bene-
fits may mean applying factors of both
types.

Prior-service Pension cost assigned, under the actuarial

cost cost method in use, to years prior to the
date of a particular actuarial valuation.
Prior service cost includes any remain-
ing past service cost. (See normal cost,
past service cost.)

Qualified A plan which the IRS approves as meeting

plan the requirements of Section 401(a) of the
1954 Code. Such a plan receives distinct
tax advantages.



Service

Supplemental
cost

Terminal
funding

Termination
(turnover)

Unfunded
actuarial
liability

Vesting

Employment taken intc ~onsideration under
a pension plan. Years of employment be-
fore the inception of a plan constitute

an employee's past service; years there-
after are classified in relation to the
particular actuarial valuation being made
or discussed. Years of employment (includ-
ing past service) prior to the date of a
particular valuation constitute prior
service; years of employment following the
date of the valuation constitute future
service. ‘

The term for any liability treated as an
element of actuarial cost separate from
normal cost. Past service cost would be
a supplemental cost. -

An actuarial cost method under which
funding for future benefit payments is
made only at the end of an employee's
period of active service.

The voluntary or involuntary withdrawal
of employees from the work force other
than by death, disability, and retirement.

The excess of the actuarial pension
liability, under the actuarial cost
method in use, over the present value
of the assets of a pension plan.

A plan may provide that a participant
will, after meeting certain requirements,
retain a right to the benefits he has
accrued, or some portion of them even
though his service with the employer
terminates before retirement. A par-
ticipant who has met such requirements
is said to have a vested right. Note
that vesting is in the form of future
annuity benefits, not the cash paid to
purchase the benefits.



CHAPTER 1
INTRODUCTION

BRIEF HISTORY OF PENSIONS

Private pension plans expanded in popularity during the
1930s and World War II. The idea was to provide employees
with retirement income to insure economic independence in
later years. As a corollary, employers hoped to generate
increased employee loyalty and goodwill, provide added in-
centives for quality work performance, and improve the ability
to recruit and retain qualified personnel.

Statistics for 1974 show that private pension plans have
acquired assets of about $194 billion covering approximately
43 million active workers, or about one~half of the private
labor force. Annual private pension fund contrib"tions are
currently about $26 billion, of which an estimated $1
billion is charged to Department of Defense (DOD) contracts.

Spurred by citations of inadequate funding, vesting,
coverage, and fiduciary standards, pressure for pension
system reform grew and culminated in the Employee Retirement
Income Security Act of 1974 (ERISA). The provisions of ERISA
did not directly affect our review of the reasonableness of
pension plan custs charged to DOD contracts because the
costs were calculated before ERISA was passed. The act,
however, docs have a major impact on certain pension plans.
ERISA highlights include:

--Minimum age and service requirements for employees
to be covered under retirement plans.

=-Minimum acceptable periods during which participating
employees must acquire vested intereats in the
benefits provided under such plans.

--An increase in plans' disclosure requirements re-
garding conditions and operations and the addition
of stringent standards for vlan fiduciaries to insure
that participants' pension interests are better pro-
tected.

--Minimum funding standards for promised benefits
under such plans.



--Tax incentives for those individuals not covered by
an employer plan, to encourage them to save for
retirement needs.

~--An insurance program to ¢':arantee that certain
vested benefits are pai¢ to participants of plans
that are terminated.

ADVANCE FUNDING

Most companies finance their pension plans by period-
ically making contributions to pension funds in advance of
actual payments to retiress. These funding arrangements are
generally preferred because (1) amounts set aside can be
listed as expenses for income tax purposes, within limitations,
(2) earnings of the accumulated fund are not taxed at the
time they are earned, (3) financing can be spread over a
period of years, (4) proper accounting generally requires
that costs be recognized at the time services are rendered
by the employees, and (5) they protect employees' benefits.

In contrast, under pay-as-you-go and terminal funding
methods, pension plan costs were not recognized until
employees retired. Funding requirements of ERISA apparently
preclude the use of pay-as-you-go and terminal funding
methods.

FUNDING AGENCIES

There are two types of funding agencies available for
private pension plans. A pension plan that uses a trust
as its funding agency is called a trust fund pension plan.
These plans are generally set up under an agreement between
an employer and & bank or trust company that is to act as
trustee. Cash and securities and the collection of income
and disbursements for trust purposes are usually handled by
the trustee.

Under a trust fund plan, contributions are made to
the pension trust and earnings thereon reduce future con-
tributions. The fund's assets are used to provide pensions
or other benefits for employees. Retirement benefits and
expenses may be paid by the trust during the period of
retirement, or an annuity may be purchased for the employee
upon his retirement, thus transferring the obligation to
an insurance company.

When an insurance company is used as an alternative
funding agency, this method of funding is called an insured



plan. Some pension plans are partly insured and partly
trust funded. .

Pension plan liabilities

Generally, an employer's payments into the pension
fund are composed of three parts: normal costs which cover
benefits currently being earned by employees, periodic
payments which amortize the unfunded actuarial liability,
and adjustments for any actuarial gains and losses. Un-
funded actvarial liabilities can arise for a variety of
reasons, including benefit credits for service before the
effective date granted to employees when a plan is first
established, retroactive benefit increases, ancd changes
in actuarial assumptions.

In all types of actuarial valuation, the existing
fund, future payments into the fund, and earnings of the
fund should be sufficient to pay future benefits. To
estimate future costs realistically, companies and actuaries
make assumptions regarding sucn items as employee turnover
and mortality rates, future wage increases, age at retire-
ment, and - -e rate of return on pension fund assets.
Differences between these assumptions and actual events
result in actuarial gains or losses.

COMPUTATION OF PENSION PLAN COSTS

Contractors generally hire a consulting actuary to
calculate the amount of the annual contribution to the
pension fund. To determine the amount, the actuary prepares
an estimate of the ultimate cost of the pension plan, which
is based on the total pension benefits expected to be paid
to employees during their retirement or on their behalf at
their death.l/ The present value of these benefits equals
the sum of the amount in the fund, the unfunded actuarial
liability, and the present value of future normal costs.
Future normal costs and the unfunded actuarial liability
can be distributed in various ways according to the actuarial
cost method selected.

Pension cost determinations (using actuarial cost
methods and assumptions) are long range in nature. The
actuaries we spoke to emphasized that their most important

1/May not apply to the accrued benefit method because
frequently no projection is involved.



concern was the overall financial position of the pension
fund over many years rather than the accuracy or equity of

a single year's contribution., Such pension plan cost
determinations often do not coincide with the objectives of
Defense contract cost principles, which are designed to
insure that costs assigned to Government work are reasonable
and as closely related as possible to the specific time

the wor!: was performed.

Metvarial cost methods

Of prim-»y importance in making these computatione is
the acturar! +8t method used. A number of acceptable
methods hai 2en developed to determine future arnual
pension plan payments. Some of these are:

1. Accrued benefit cost method.
2. Projected benefit cost methods.

a. Individual-level cost method with supplemental
liability.

b. Individual-level cost method without supple-
mental liability.

c. Aggregate-level cost method with supplemental
liability.

d. Aggregate-level cost method without supple-
mental liability.

The actuarial cost method selected to determine pension
plan contributions has no effect on the long-range cost of
a plan. However, pension plan costs of an accounting period
can vary significantly with the method selected. Some
methods will generate the highest accounting period cost in
the early part of the life of a plan. Other methods will
project costs so that greater contributions are required
later. Still other methods tend to level annual pension
plan costs over the entire plan life.

Actuarial assumptions

Another important factor in determining pension pian
costs for an accounting period is the actuarial assumptions.
These assumptions amount to forecasts of future events, and



any unrealistic assumptions can have a tremendous effect on
periodic pension plan costs.

Actuarial assumptions deal with
--annual increases in employees' salaries;

--investment income of the pension fund, including
method of valuing assets;

--employee turnover rate;
--employee mortality rate; and
-—emﬁloyees' agecs at retirement.

Actual events seldom coincide with assumptions, and
differences result in actuarial gains or losses. As
conditions change, assumptions concerning the future may
become invalid and need to be revised to reflect actual
experience and reasonable expectations for the future.

The choice of assumptions can materially affect pension
plan costs for any c‘ven year. For example, a l-percent
increase in the investment income assumption can reduce the
pension plan contribution by 20 percent or more, depending
on the specific circumstances.

ROLE OF THE ACCOUNTING PRINCIPLES BOARD

Opinion Number 8 of the Accounting Principles Board,
American Institute of Certified Public Ac¢ccountants, issued
in November 1966, clarified the accounting principles and
established the practices applicable to accounting for the
cost of pension plans. The opinion concerned determining
the pension plan cost for financial accounting purposes,
and recognized that the annual pension plan cost was not
necessarily the same as the amount to be funded for the
year.

As part of the opinion, the Board

--identified acceptable actuarial cost methods;

--stated that the effect on cost of changes in methods,
as well as other costs, should be applied pros-

pectively to the cost of the current and future
years; and



--gtated that financial statements should disclose the

" nature and effect of significant matters affecting
comparability for all periods presented, such as
changes in accounting methodaz (actuarial cost method,
etc.), changes in circumstances (actuarial assump-
tions, etc.), or adoption or amendmen. of a plan.

GOVERNMENTAL POLICIES AND PROCEDURES
CONCERNING PENSION PLAN COSTS

Internal Revenue Service (IRS)

The basic Federal tax requirement affecting private
pension plans is contained in the Internal Revenue Code of
1954, as amended, and the implementing income tax regulations
and rulings. The code provides certain tax advantages to
qualified plans. Employer contributions are deductible,
within limitations, as business expenses in the year in
which they are funded or paid and are nuc taxable as income
to employees until benefits are received. Also, earnings
of the pension fund are tax free at the time they are
earned.

To be qualified, several general requirements must be
met: (1) the plan must be in writing, (2) it must be commun-
icated to the employees, (3) it must not discriminate in
either contributions or benefits favoring officials or
highly paid employees, and (4) the employer's contributions
must be irrevocable.

Under ERISA, IRS is required to certify the qualifi-
cations of plans with respect to participation, vesting,
and funding.

Department of Lébor

ERISA gave the Department of Labor the principal en-
forcement responsibilities in the areas of reporting,
disclosure, fiduciary standards, and protection of em-
ployee pension rights in the areas of participation,
vesting, and funding.

Department of Defense

The Armed Services Procurement Regulation (ASPR) allows
Payments to qualified pension plans to be charged to
Government contracts to the extent that the pension plan
cost, with all other compensation, is allocable and



reasonable in amount and is deduccible for the same year for
Federal income tax purposes. Another ASPR provision requires
timely payments into pension funds. Normal costs of quali-
fied plans which are not funded in the year in which they

are incurred are not allowable in subsequent years.
Amortization of unfunded actuarial liabilities is allowed

if distributed over a period of 10 to 40 years and if

started after the effective date of the ASPR change. (ERISA
requires the amortization period for new plans to be no

more than 30 years for single employer plans.)

In DOD, the administrative contracting officer is
responsible for determining compliance with ASPR regqulations
and contract provisions, including those related to pension
plans.

COST _ACCOUNTING STANDARLCS BOARD

The Cost Accounting Standards Board (CASB) was estab-
lished by the Congress in August 1970 (Public Law 91-379),
to issue cost accounting standards designed to achieve uni-
formity in accounting practices and consistency in accounting
treatment of costs by contractors. 1Its standards, once
finalized, are published in the Federal Register and sent
to the Congress. The standards are generally applicable
to Defense contractors having individual negotiated contracts
in excess of $500,000.

The law also authorizes the CASB to make, promulgate,
amend, and rescitd rules and regulations for implementing
the standards. One regulation that CASB has issued requires
that contractors describe their cost accounting practices
by submitting a disclosure statement to contracting officers
and to the CASE and that tliey follow these practices uni-
formly for all covered contracts. This disclosure state-
ment includes a section dealing with pension costs which
provides, among other things, for a description of the
contractors' actuarial cost methods.

On September 24, 1975, CASB promulgated a standard for
the composition and¢ measurement of pension plan costs
(standard 412) and proposed a standard on February 3, 1977,
on the adjustment and allocation of pension plar costs.
Standard 412 suggests that the amount of the pension
pPlan cost of a cost accounting period be determined by
the accrued benefit cost method or by a projected benefit
cost method, which separately identifies normal costs, un-
funded actuarial liabilities, and actuarial gains and



losses. The standard allows other cost methods as long as

the contractor accumulates supplementary data for actuarial
gains and losses and develops an alternative computation to
disclose any overfunding.

This report discusses the results of our review of
pension plan practices of nine DOD prime contractors and our
findings relative to questionable charges in excess of
$100 million paid or to be paid by the Government. Some of
these contractors also had prime contracts with the National
Aeronautics and Space Administration.



